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Special Message
Cagamas has been instrumental in the growth of the Islamic capital market in Malaysia, starting with the first issuance of MYR30 million Sanadat Mudharabah in 1994 and subsequently, the other ṣukūk issuances using various Islamic principles.  This is as a consequence of its mandate to promote home ownership and provide liquidity solutions to the primary sector via the development of the private debt securities (PDS) market. 
Cagamas has successfully diversified its offering of financial products solutions in anticipation of and in response to the market needs. Throughout the years, Cagamas’ 
contributions to the development of the Islamic finance space are not limited to providing liquidity solutions but also include active participation in other areas such 
as human capital development via its training series, social development via its zakāh 
programmes, and community education via its publications on Islamic finance.This textbook, Islamic Economics: Principles & Analysis, is a vital source of reference for academicians, students and industry practitioners. Its publication is timely as Islamic 
finance has been making inroads into various jurisdictions that house the financial hubs of a particular geography with different demographics. It is envisaged that its content will help to strengthen the knowledge base of the readers by illustrating the concepts and principles underlying the operations and practices of Islamic economics. I would like to extend my sincere gratitude and appreciation to the ISRA team, editors, writers, reviewers and everyone who has been involved directly or indirectly in the publication of this textbook.
Datuk Chung Chee Leong
President/Chief Executive OfficerCagamas Berhad
( v i i i )
On behalf of the Waqf Fund, I would like to congratulate the leadership of ISRA for publishing this textbook―Islamic Economics: Principles & Analysis. It is an important academic contribution and is especially beneficial for university 
students pursuing economics, finance and business-related fields. We believe that it 
will go a long way in serving the Islamic finance industry at the global level.  
Islam provides guidance in all spheres of human life including economic and financial 
dealings. It is therefore in the fitness of things that Muslims know the Islamic perspective of economic issues facing the world—at both macro and micro levels. Given 
the significant developments in the conventional economic theory and practice since the 18th century, the Muslim youth questions whether Islamic economics can offer a viable and better alternative. What is the Islamic world view permeating all facets of human endeavour including economics? Does an Islamic economic system exist? If so, how is it different from the conventional economic system? What guidance does 
Islam offer on contemporary economic matters such as fiscal policy, monetary policy, 
inflation, economic development and international trade? The textbook shares valuable insights into these areas and more. 
The Waqf Fund is proud to be among the first sponsors of this project. Since its 
inception in 2006, the Waqf Fund has been instrumental in supporting Islamic finance 
initiatives in Bahrain and globally. We focus on Islamic finance training, education and research. We believe that human capacity building is the most important task for the 
long-term development of the Islamic finance industry. More information about Waqf Fund programmes is available on http://cbb.gov.bh/page-p-waqf-fund.htm
 
Khalid Hamad Chairman The Waqf Fund, Central Bank of Bahrain
 
THE WAQF FUND 
Promoting ethics in finance through Shari’a  
Special Message
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The Islamic economics textbook by ISRA cements Malaysia’s thought leadership in Islamic finance. While there are numerous literatures and books on Islamic finance in the market, the same cannot be said for Islamic economics.  We strongly believe that this text book will set the gold standard in Islamic economics and will form a strong base to support the pillars of maqāṣid al-Sharīʿah (objectives of the Sharīʿah).Given the scarcity in Islamic economics textbook, Credit Guarantee Corporation Malaysia Berhad is humbled to be part of this imperative ground-breaking initiative. Congratulations to ISRA for publishing this textbook entitled Islamic Economics: 
Principles & Analysis. Without the collaborative efforts from various stakeholders, this textbook would not have come to fruition. We hope that this textbook will spur the 
global development and advancement of Islamic economics and finance.
Datuk Mohd Zamree Mohd Ishak
President/Chief Executive OfficerCredit Guarantee Corporation Malaysia Berhad
Special Message
( x )
The rapid growth of the Islamic finance industry has contributed to its remarkable accomplishments from the various perspectives. After the establishment of the first Islamic bank in 1983, the following year witnessed another important milestone with the birth of the pioneer takāful (Islamic insurance) operator in Malaysia. Additionally, the continual implementation of relevant legal requirements and regulations served to empower this industry year by year. This positive thrust is further strengthened by research evolvement which is crucial for our future generations. As 
an integral part of Islamic finance, the progression in Islamic economic studies will help existing and new learners in understanding the fundamental underlying concepts 
and principles. It is the Sharīʿah principles that govern the various aspects of Islamic economics and make it different from its conventional counterpart. 
As a development financial institution, Export-Import Bank of Malaysia Berhad (EXIM Bank) strives to facilitate Malaysian-owned businesses by providing Islamic banking 
services which are classified under three key categories: cross-border term financing, 
trade finance and guarantees. EXIM Bank also provides credit takāful products as well as developmental advisory services with the view of nurturing Malaysians in cross-
border business ventures. EXIM Bank realises the importance of always looking for the 
best opportunity to support the Islamic finance industry, particularly from the aspect 
of intellectual enrichment and furthering the frontiers of knowledge. EXIM Bank’s 
aspirations go beyond merely providing financial support and services. Indeed, the Bank is dedicated to nurture future talents and develop human capital to accelerate 
the growth of Islamic finance industry. We hope that this contribution would benefit both students and practitioners in enhancing their knowledge in Islamic economics. Congratulations to ISRA for embarking on this noble project and being able to publish this textbook, Islamic Economics: Principles & Analysis.
Norzilah Mohammed
President/Chief Executive Officer
Export-Import Bank of Malaysia Berhad (EXIM Bank)
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ForewordPast titles published by the International Shari’ah Research Academy for Islamic Finance (ISRA)―notably its textbooks on the Islamic financial system, the Islamic capital markets and the ṣukūk market―have successfully contributed 
to the building of greater awareness of Islamic banking and finance among a wide 
audience of international readers particularly practitioners and academia. Fulfilling its commitment to provide the market with high-quality research and publications, ISRA has the pleasure to introduce another valuable contribution that will enrich the Islamic 
economics and finance library and provide an important reference for stakeholders of the industry. It is a new title called Islamic Economics: Principles & Analysis, which covers the spectrum of issues related to Islamic economics in one comprehensive textbook.     
With the gradual but undeniable rise and development of Islamic finance worldwide, whether as a practice or as an academic discipline, we believe that it is crucial to understand the underlying theory and philosophy upon which the industry is built. Understanding the basics and the theoretical framework of Islamic economics paves 
the way to an improved practice of Islamic finance, closer to the spirit of maqāṣid 
al-Sharīʿah (objectives of the Sharīʿah). It is also a great starting point for enhancing 
knowledge in related fields like Islamic banking, Islamic capital markets and takāful and basing  their practice on the fundamental principles and values that that underpin them. The scholars involved in the writing of this textbook, with the support of the editors at ISRA, have devoted great time and effort to compile this wealth of knowledge 
in one volume to benefit the industry. We have been privileged to collaborate with the Centre for Islamic Economics (CIE) of the International Islamic University Malaysia (IIUM) in producing this textbook. We would like to thank both CIE and ISRA teams for their hard work and dedication in bringing this project to fruition. Our sincere thanks and appreciation also go to all the writers, reviewers and editors who have contributed greatly to this book and to ensuring its quality. We would further like to express our gratitude to our sponsors: Cagamas, the Waqf 
Fund of the Central Bank of Bahrain, Credit Guarantee Corporation (CGC) and EXIM Bank. Without their generosity, commitment and support throughout the production process, this publication would not have been possible. 
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It is our hope that this textbook will be highly beneficial in disseminating knowledge of Islamic economics to an array of readers across the globe. 
Professor Dr Mohamad Akram LaldinExecutive DirectorInternational Shari’ah Research Academy for Islamic Finance (ISRA)Kuala Lumpur, Malaysia
Foreword
( x i i i )Economics is a social science that studies the behaviour and interactions of economic agents and analyses how economies work at the macro and micro levels. It studies production, distribution and consumption of goods and services, 
identifies economic problems and phenomena, and addresses economic questions from a positive (what is) perspective as well as a normative (how it should be) perspective. Islamic economics examines the same areas as its conventional counterpart. However, 
it involves the application of Sharīʿah to the different economic functions and issues. It is postulated that Islam offers a better approach compared to conventional economics in managing economic activities and solving economic and social issues.The development of modern Islamic economic thought started as a religious, intellectual and epistemological reaction to the Western penetration of the Islamic world, particularly in the mid-19th century. It was then that several Western countries established their banks within the Muslim world to support their commercial activities. The penetration of banks based on ribā (interest) and adopting the Western-style monetary system led to the early discussion of an Islamic economic system. In the mid-20th century, the opponents of ribā sought to identify the essential characteristics of an Islamic economic system that could serve as an alternative to the dominant Western system. By the 1970s, several remarkable works on Islamic economics and its system had been written by Muslim economists and jurists. Attempts were made to conceptually discuss the philosophical foundations of an Islamic economic system in a comparative manner while seeking solutions to the development needs of the Muslim nation. Despite commendable attempts, such works were scattered in different outlets, focused on certain aspects and ignored other areas, or lacked contemporary perspectives on current economic issues. By the mid-1980s, the emergence of the Islamic banking 
industry led to a shift in attention given to the financial sector to resolve socio-economic 
needs and develop an alternative to interest-based banking and finance. Consequently, 
fewer resources—both financial and human—went into researching more theoretical and practical dimensions of Islamic economics. A dichotomy resulted between the 
theoretical literature of Islamic economics and the course taken by the practical field 
of Islamic banking and finance. Islamic economics discourse thus failed to inform and 
guide the development of contemporary Islamic banking and finance. 
Rationale for the Book
With the impressive emergence of Islamic finance as a branch of Islamic economics, the need for a solid knowledge base that encompasses theories, thoughts and applications related to the subject increased in importance. However, writing about Islamic economics is a great challenge due to the differences in opinion on many of 
Preface
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its issues. This includes methodologies for determining the Islamic perspective on economic concepts and issues as well as applicable solutions for today’s economic and social problems. It is further argued that Islamic economics topics are not as clear as those in conventional economics as they have their own religious, spiritual and social dimensions. The points of controversy have generated lengthy discussions. Moreover, Islamic economics encompasses a vast array of topics and approaches, from the purely theoretical, which may include philosophy or religious ideas, to mathematical and quantitative analyses. We tried our best throughout this textbook to simplify, clarify and summarise these concepts to make them accessible to all readers including students, practitioners, academics and even interested non-specialists.This textbook presents, discusses and analyses various topics and issues related to Islamic economics ranging from philosophical, epistemological and methodological to microeconomic and macroeconomic perspectives. In this endeavour, the social aspect of Islamic economics—an essential part of the discipline—is not neglected. The textbook compares Islamic ideas and concepts related to economics with those in conventional 
economics to highlight Islamic economics as a distinct field of knowledge with an emphasis on the ethical and social aspects.The authors have tried their level best to explain the theoretical concepts as simply 
as possible without ignoring today’s realities and without compromising Sharīʿah principles and objectives. One of the main objectives of the book is to provide the reader with Islamic economic ideas and solutions that are realistic and applicable within the current highly globalised economic and business environment, which is largely dominated by conventional interest-based systems and institutions. Despite being written for an elementary-level audience, this textbook can also be 
beneficial to a wide range of specialist and non-specialist readers and seekers of knowledge. For those specialising in Islamic economics, it is an appropriate source of reference to gain an overview on different topics relating to the foundations of Islamic economics. At this point, however, it must be mentioned that each topic deliberated upon, by its nature, would require a book on its own to cover all its aspects. Therefore, further exploration is required for Islamic economics specialists. A list of references and recommended readings is provided for that purpose at the end of each chapter. On 
the other hand, students of mainstream economics, finance and other academic majors 
will find this textbook an excellent resource for comprehensive knowledge of Islamic economics and its related issues. 
Universities may benefit from the different topics presented in this textbook in designing or preparing their economics courses at different levels based on their own curriculums and classes. This textbook could be used at the undergraduate level or even for a master’s level economics or Islamic economics course, especially in an Islamic banking 
and finance programme or for an MBA having a specialisation in Islamic banking and 
finance where an economics or Islamic economics course is offered. Furthermore, practitioners and interested readers who are seeking essential and simple knowledge 
about Islamic economics will also find this textbook to be a helpful guide.  
Preface
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It is important to mention here that Islamic economics literature shows wide differences among the scholars in almost every subtopic. Presenting all opinions within a limited number of pages is almost impossible. However, with the great contribution of more than 60 scholars from a wide span of countries and from various economic schools, this book represents an important attempt to present the topics and issues from various perspectives with the maximum objectivity possible. Through comprehensive 
content editing, the editors have striven to improve the flow of arguments, remove inconsistencies and put the ideas together in as coherent a manner as possible. However, the editors acknowledge that some biases and overlaps may still persist. 
Organisation of the BookTo present the book’s contents in a clear and organised manner, a total of 21 chapters 
are divided into five parts as follows:
Part 1: Foundation of Islamic Economics (Chapters 1–5) Part 1 equips the reader with the basic theoretical framework of Islamic economics including the Islamic world view (Chapter 1) and the nature, scope and methodology of Islamic economics (Chapter 2). Detailed information is also presented about the process of building Islamic economics theory, a topic that might not be covered in other 
elementary textbooks (Chapter 3). Part 1 also sheds light on the significant role of ethics and values in economics (Chapter 4) and reviews the different economic systems to enable the reader to distinguish between an Islamic economic system and conventional systems (Chapter 5).  
Part 2: Islamic Microeconomics (Chapters 6–10) 
Part 2 discusses topics related to microeconomics. It first provides an overview of microeconomics from an Islamic perspective (Chapter 6). It then explains about consumption, production and distribution in Islamic economics (Chapters 7, 8 and 9 respectively). Part 2 also discusses the market structure in detail (Chapter 10). 
Part 3: Islamic Macroeconomics (Chapters 11–16)
Part 3 focuses on issues related to macroeconomics. It first introduces macroeconomics from an Islamic perspective (Chapter 11). Then, it discusses the concept of national output, its measurement approaches and their validity (Chapter 12). It further explains 
about aggregate demand and supply, discussing briefly the two prevailing schools of economics, the Classical and the Keynesian, and their relevance to Islamic economics 
(Chapter 13). Contemporary fiscal policies, which pertain to government revenue and expenditure, are also delineated (Chapter 14). In addition, topics related to monetary economics are highlighted including the concept of money, its types and monetary policies (Chapter 15). Part 3 concludes with information about international trade theories and the Islamic perspective on them (Chapter 16). 
Part 4: Islamic Financial System (Chapters 17–19)
Part 4 is dedicated to a discussion of the financial system. Contemporary conventional 
financial systems are critically analysed (Chapter 17). Then, the Islamic financial system 
Preface
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as an alternative is presented (Chapter 18). Part 4 further discusses the social aspect of Islamic economics, explaining the concept of social economy and its institutions (Chapter 19). 
Part 5: Selected Issues in Islamic Economics (Chapters 20–21)Part 5 encapsulates two pertinent issues surrounding contemporary Islamic economics: economic development and poverty (Chapter 20). The last chapter deliberates on the key challenges confronting Islamic economics (Chapter 21). 
Preface
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